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The impact of oil price fluctuations on the exchange
rate of the Iraqi dinar: an econometric study for the
period (2004-2025)

Islam Mohamed Mahmood

Abstract: This study aims to measure and analyze the impact of global oil
price fluctuations on the Iraqi dinar exchange rate during the period 2004—
2025. The study is motivated by the nature of the Iragi economy as a
rentier economy that relies heavily on oil revenues to finance the state
budget and provide foreign exchange. The research problem centers on the
extent to which exchange rate stability is affected by continuous
fluctuations in global oil markets and the implications of such fluctuations
for Iraq’s monetary and economic performance. The study employs
quarterly data covering the period 2004-2025 and utilizes a set of modern
econometric techniques, including multivariate GARCH models to analyze
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volatility transmission, Vector Autoregression (VAR) models to examine
dynamic and causal relationships among variables, and ARIMA models for
forecasting purposes. The data were obtained from official sources, namely
the Central Bank of Irag, the World Bank, the International Monetary
Fund, and the U.S. Energy Information Administration. The empirical
results reveal the existence of a long-run cointegration relationship
between oil prices and the Iragi dinar exchange rate. Furthermore, the
Granger causality test indicates a unidirectional causal relationship running
from oil prices to the exchange rate. The findings of the GARCH models
confirm a significant relationship between oil price volatility and exchange
rate volatility. In addition, impulse response functions and variance
decomposition analysis show that oil price shocks represent one of the
most important determinants explaining exchange rate fluctuations in Iraqg.
The forecasting results also demonstrate that ARIMA models possess an
acceptable ability to predict the future behavior of the variables under
study. The study concludes that the continued excessive dependence on oil
revenues makes the Iragi dinar exchange rate highly vulnerable to external
shocks. Therefore, enhancing economic diversification, strengthening
foreign exchange reserves, and developing monetary and fiscal policies are
essential to mitigate the adverse effects of oil price fluctuations on
economic stability.

Keywords: Oil price volatility« exchange rate« GARCH « VAR « ARIMA.
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((CCC) il o i) Ll ;¥ ) pana (81 padl Sliall Co pa yr g Jadil) el (e JS1 ) i)
LY Jalae oa ) ddlia) ool pusiall 0 e 3 i) coldiil) ¢ Al claacall il Cangs
8 adl ALY 8 Al L) A aalinn yaeadl A Al Ul o28 aad 5 pibudid) oy

(Constant Conditional Correlation) CCC glgal il ailii (5) Joi

Pvalue |  thibas) | g e Ul 8‘:‘*;’;;‘ Salal
0.002 312 0.008 0.025 | o (ARCHO - Oil)
0.003 3.02 0.062 0.187 | o (ARCH-Oil)
0.000 11.06 0.071 0.785 | B (GARCH - Oil)
0.045 2.00 0.009 0.018 | o (ARCHO — QD)
0.012 250 0.058 0.145 | o(ARCH- QD)
0.000 12.69 0.065 0.825 | p(GARCH—IQD)
0.000 5.00 0.087 20.435 b (CCC)

EViews 13 Sbaa¥) zali pll cilas e e dlaie i Ealill dac ; juadll
e gy oSa Lae (0.435-) G5 ile (CCC) il Ll Y1 () (5) s 8 gl s
il (§gu & LI Moy ladie (s AT Bl Gajuall e Ay hadill lend CllE Gy duse
ey Las cilian) 4 gina ¢ yiall JISY GARCH 5 ARCH dlas (o geiliil) eum i g salall ol
OF 2S5 dadi yall B ad () WS el e il el 5 ) i) g A8 Cilerall (5 8 53l gy
Jalze Ll cdans giall ) day puall 53 sadl ane g Adlad) 451 il et (o pucall jrs g Jadill e 8 i)
Dbrend Ll s Al s S A8e 25a g o J Laa lgina s Wl el 238 (p) gl oyl Lol 5y
3l sy HaaeS Taadll e 81 el slaBV) duolaie ] (4 gudl o ol )Y Ailia (uSay e sa
Loyl il sk bl (DCC-GARCH) (Saaliall (o 58l Il )31 73 a3 a8 5 (6) Jsaadl i ma g
Al S s el e Dl sl (g A8JR) i (s2e el il o a2dii g Aie ) Al
(Dynamic Conditional Correlation) DCC gigai ypai milii (6) Jg>
. Uadl daidl)

0.023 2.28 0.014 0.032 0, (DCC — ARCH)
0.000 34.21 0.028 0.958 0. (DCC — GARCH)
— — — 0.972 J Al + B (Oil) —
— — — 0.970 | J Ak + B (IQD) —
EViews 13 gl alasinly ouldll sl cils e e e Yl dalill dlae) e Jsaall

Ll i e Ju e diilas) 5 5ina ARCH (01) Jalae O (Y DCC-GARCH e ilii i
8 A B Al pain) Say las 4l GARCH (02) Jabae O cps (3 cdioall Glarally <l yuiall oy
JSE 5t Y lall Goyea eag dadill jland (A8l () iy a5 e ) e (Sealipall Ll V) daas
a5l g lan i ol USE (0 + B) £ sane O WS a3 LN (g dalle Aa s il b ¢ ) s
@ GARCH 7354l aladin) daa g ¢ a pall cplall 8 g @ ) il dga g e Jule g8 5 maiall



Syns gon iyl 3 (ol e IS R il llasnall o i) (e eple ISy Ll (as
Ol e Gapiall G s 8 (Saalin il 3
@J}u O sl 30 g yulea 45 548 c_'t'u ‘;\ﬂ\ Jsall a s :GARCH G..ALAS &) Z\JJL"M sl
32m% GARCH zii (e (DCC) Seabiall o ylll bls ¥y (CCC) il i) Lol )
LaeDle SV 23 gaill 3aa3 Cargs «BIC s AIC s Log Likelihood utee ‘_Af— lalaie ) @lla g el ypaiall
Z\M\Jﬂ\ a)ﬁ& d)\éé‘)ﬂj\ _)qul\ 8 pa JMJ.LSJ\ JL:.ul\ &_\wu.u:\ﬁ)\.d\ ‘)...\us:\@

i gl DCC CCC 2334l & (Model Selection Criteria) dasdall yylaa &5 &a (7) Js2a

&l _ilial) Basia GARCH
Alady) DCC gisal CCC ziga gl
DCC 438.2 425.7 Log Likelihood
DCC -5.02 -4.88 AIC
DCC -4.63 -4.52 BIC

= DCC-GARCHs CCC-GARCH g3lai alaaiuly (ol joaill il o alaie YU Gaald) alae] (a1 jdad)

EViews 13 gebin olaaiuls ¢(2025-2004) du_all ey
O g Lan cmamaall o Gl B (02601) (Sl L Y1 alaa of (Y o3le ) (7) s (8 i) s
il e D 5 e Saaliey S iy Gopeall pay el el LSS oy Jalii )
e sl bl Lla V) (8 Gl (e Adlle dan asay ) edy e daa 508 (0.958)0;  delxs
R il (3l ¢3)al) by e Gukdl Jad) 8 DCC gises o G «BICs AIC & 4 )las
CCC of < ) (Hassan & Abdullah ,2018) 4wl e (i jlafi daiill o34 .CCC 250l
Ciapal S SLaBY) Ol jiie G AN () 2S5 A A Gl ae (55 LgiS) 5 «DCC (o Jaadl
Agltiall ciladiall ae LSS 5 Jades S|
slay) <l i axe yaad MG Jsaadl (e ASaaliall clidal) Jidaiy VAR gitad il sluwdd
B el 3ia3 Al GlelayY) (e 22 Jumil 3383 Ciags (HQ« SCHAIC Laas) VAR i seil il
8ol Sl o e jr g dadill el G Al (st 8 3 gaill A ) i) g Ay e

(Lag Order Selection Criteria) fiall sUa) 4,3 L) (8) Jgsa

Lag
HQ SC AIC FPE LR | LogL order
6.00 6.12 592 | 1.25e-05| NA | -245.8 0
541* 5.68* | 5.23* 56168’3 T | 625* | -212.4 1
5.59 6.01 531 |5.92e-06| 9.8 |-207.2 2

ahaiuly s ¢(2025-2004) Al yall iy 2235 VAR z3seil il i) =i e slaie YU Caldl shae) ; aad)
HQ 5SC 5 AIC uleal a5 | = Glelayyl aae jlidl) 23 EViews 13 gl

(e Ac gaaa aladiul VAR z35adl B4 (Lag Order) GileUary) 2ae Ll s oSl J gl el
zsaill waail SC5 HQ s FPE 5 AIC (e JS 4 il e alaie V) oy Cus cdailany) 335all julas
Gl sleall juleal ad Jil ciia 3 i) o (Lag = 1) V) ela¥) 358 of ) i) i Juadd)
Lol sl (s ASaalinal) A83all i 8 AaeSle SV Ll o Jay laa (LR JWERY 4 gina A e
) Al 55 JMA 81 jall il oy yaasy

Jbid) s JEl Jgaall (a y2a s(Johansen Cointegration Test) & ddal) Jalsil) jLad ;lusbu
43 ) 55 A8le 25a 5 waa3l (Trace Test) Johansen (Johansen, 1991) duagia i &l jidall Jalill
%5 Ay sina (5 stse die Aa jall adll g 5V Ailan) e dlaie YU el 5 dul jall ¢l yaaia (e Jal) AL gl
Loy g yidie JalSiania (e ST 3 gag (ge 30) ) LAY 138 Cadga s (Prob) dallaiayl ad ) Al
Al iy ey Lay ¢(2025-2004) 4 )l 5 58 A Bl jadl sl Coea ey Jadidll jlad o
el a1 A sk ASgaligal)



(Johansen Cointegration Test — Trace Statistic) ¢ idall Jalsill 53 (9) Jgaa

SAY Prob. | (%5)4a,all4adll | (Trace) S 4ubas) | (Ho)ard) dpia
(dsida JalSi 3529) Ho 02, | 0.003 29.79 38.45 r=0
(05 & jidia JalSi a2 53 Y) Ho Jsd | 0.087 15.49 12.34 r<i

_EViews 13 @Uﬁﬁd‘w‘ Jelill s c.al..uuls Alaie YU Eaaldf dlac) 1 juall)

A jh ) &3 G Hall G e G JaY1 AL sha o jidie JalSS A8Me asa s ) Jsanl) il i
138 5 A sine llaia ) Lo s dajall dagdll (e ST Y1 Aplian) b Y (1 = 0) JsY) (5 sisall die a2l
uiu_x,uum“;\J,J\Jmﬂ\qﬂﬁjﬁmJmiunhfd;‘y\‘;;h\jdﬁtszu_ugﬁj‘;; Ju
J.\S\Jjajea.c@\_d\)@_imm d;Y\ong_\th\ec_)cd;\J\dA}EuJ\y)xtud Gl zial)

g_a\J.u_mS\ u.ué\_zsba\ d d.ql_<.4 PEYIS (
alal Ly 8o a5 (10) Jsaall 8 Laadly , saadl) JaY) A& Granger & dssad) JLEA) il slaglu
"Jiia" s (3l 8 Capuall (s of Aagiil) o2 S5 o peall e ) dadil) led (e i olaY)
O ol Aalal A ABe dga ) Gl ey i) 3 sl (e dealdll A el Clarall  dla
4sﬁ‘;ggwdsu)y}dwmum\u\}uu\@‘@\J,J\Juﬂ\uﬂ)w‘;\mum\

(Granger Causality Test) sl il dppad) JLEA) (10) Jo>

(a=0.05) A P-value F dsilaa) (Ho) 4 iual) dpa il
(Ao 21925) 02 0.002 6.87 i pal) jrw Granger wued Y bl ja
(A 22 93Y) J b 0.291 1.25 Litl) jlaud Granger quws ¥ < pall

EViews 13 gl aladinly g jail jal ) il 235 e alaie YU Galill slae) : juadll

(Impulse Response Function-IRF) clamall 4laiad) Jiga it (11) Sl Jsaall (s
Ll jland 8 4y jlee dadal el Jluall Cojea e dlaiul Gui Sl VAR gisad ) (e
bl clerall i JERY e 3l jleall o st ) Jilaill 138 Cangy s Adlide 4 g ay Ay ) U1 e
Ao giall 5 sl el IS VI 138 A ) el 53 58 (520 Gy i yuall (3 gne )

Impulse Response Function-1RF cilasall Laiud! J)gd (11) Jss>

s Al dlaina) (Rabaa d2) Jadil) e (B dasaal i ) s dlaiaa) (g5 &) @Y

-0.023 -0.023 1
-0.038 -0.015 2
-0.049 -0.011 3
-0.057 -0.008 4
-0.063 -0.006 5
-0.071 -0.003 8
-0.075 -0.001 12

b Ahaiuls VAR zisa G (IRF) Clesall Laiu¥) Jis &5 o slaie Vi Enlll slac) @ jaadl)

.(EViews 13)

G s 3 a8 i) ) (558 il bl 8 Al Fanm o oDle) Jgaall b i) gl
Ol asa s ey (e el s e L AU 3 pe i siall s paealll JaY) 8 1Al Ll
b il e s sia e W e iy 41K i peal) s SIE e Tl e gl )Y alise (il
255 (i gall A Baal 54y jlma 334 ) Jadill jlal A dnlay) deda o) ST J) g0 edad WS ) (38Y)
Ll g lmae 3235 0,023 ity (LY sall i Hlnall e (alialdl) Copall e (S (558 (aliadl ]
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G50 o ) 5 13 (i 3) Ly 12 lm 3ma il ) ey i 50y g s (il s
2 (12) Jsaall Lamy slaay 12 @ — (Variance Decomposition) ¢l 46 jad Julad ;U
daalie ol g g3 (sl 5 VAR zasai ) (ea (Variance Decomposition) osball 4 jas Julas
OSU anaill sl a1 Qi) 138 Cangy s Adlisia A sine oy i) BT yue Cipeall a3 ALalal
a_).t.‘- DA Q_Q).a]\ J:...n&blsﬂ M‘;Aw\ Oladall 4_\A:\A Y u\_t.ij “_m.uﬂ\ JJLA.A (e Jlaa
(2025-2004) 4

Variance Decomposition ¢kl 433ad Jalas (12) Jg

s Al @) i clara “‘J“"ﬁ"‘;ﬂ"‘"‘“ il cilasa (&) G
0.0% 61.8% 38.2% 1
5.4% 52.1% 42.5% 4
7.1% 48.2% 44.7% 8
8.3% 46.5% 45.2% 12

. EViews13 galin plasiulis ¢ VAR gasai Gasa il 43 5ad dalad il e alaie Yl Sl alae) @ juadl)
&8yl yadt (8 3V 0 Sl s Lega | yian a3 dadill land Ciledia o (12) Jsaa 8 2l a5
%45.2 ) el Ja¥) 53 9438.2 (e Ly Lgfaalise i i ) (e 30 e (B pall Jliall (o pa jrs
oSy Laa (Bl 55 e g Coguall yrad A0 Cledall dpaal aal 5 (el iy da gl JaY1 b
il jedas LS o AN Adalall Jal gally 45 e o yeall yraw il a8 Jadill el (5 ) saall ) 5l
12) dishll gaall Je Capall w8 KU bl (e 9045 e iy Lo i il jlad Cladia ()

LBl S ALY it e ddadill L) oS Laa ¢(Laa
: 550 ARIMA g3l il sl
kel e de gana JLEA) 2ay il el 5l ARIMA z3sed Juadl a5 a3 sJall) jladd gaii |1

bl
(Brent Crude Oil Returns) hiil) jlaui il ARMA gital 4 l8a (13) g2

Cliade HQ | BIC | AIC | LogL Eagadll
) i sdal 3 i | -3.03 | -3.00 | -3.05 | 1345 A(gf '1'\?))A
IS £1Y) G AR(1) Jelas il ARIMA

) -3.09 | -3.03 | -3.12 | 138.2 (1:1:0)
S s MA(L) Jeloe 4iLz) | -3.12 | -3.06 | -3.15 | 139.5 A(gf '1'\"1)A
o ARIMA

. X i ] )
Tisal Juab 3.16 | -3.08 | -3.21 | 141.8 (1)

EViews 13 gl alaainls s ARIMA g 3lei i ity e alaie YU Gl dhae) ©vadl

G Cua Al el e il s (161¢1) ARIMA gose Ol o3l Jgaadl i bl e
)8 e Ju b ¢(HQs BICs AIC) Claglaall julaal a8 J8l 5 Log Likelihood - ded el
S AIC a4 lie e eliyy gz il 4y 4 jlie sl Uad Qi 5 i 30 Alald) gl i JuadY)
zasall Lapa 31 all 6 bl jlaul 5l Jead) 8 (1¢1¢1) ARIMA z3sa of cns <HQ 5 BIC
:'&J.ﬁd\

AOil; = 0.023 + 0.18A0ily_1y + 0.21eg_q
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ol parill) ol yras i) se 5058 ARIMA z3lad 50 o5 281 jad) Jlal) G o 305 .2

(Gall prnd dudy e Sl
(1QD Returns) () sl i pa s 5ill ARIMA gkl 48 (14) Jo2>
cillaadle HQ | BIC | AIC | LogL g gl
abeal) Al pdal) 38 gigad | -420 | -4.17 | -4.22 | 187.6 | ARIMA (0:1:0)
T igal Judl -4.28 | -4.22| -4.31 | 1915 | ARIMA (1<1:0)

Jalae ALzl MA(L) oy al
SN

oS J8 pung alg el ST | 2426 | -4.18 | -4.30 | 191.8 | ARIMA (1¢1¢1)
EViews 13 zl n aladiul s cARIMA zilad ol =il e alaie YU Saldl slae ) : juadl)
e ) ALuludl slas i A Juad) 2350l o ARIMA (16160) 73503 O el Jsaall ilis jeks
SV a8 ) 5l Lee oz dlall diy &5 e A 3.1 el BIC s AIC Jbnal dad J8 5is G
(MA) & aiall s laai¥) aall Jas) doaag ol (Jiial gl Und Qi e cliball 4l Lalal) e
8 Lt s L ARIMA (1¢1¢1) 72503 8 (AR)1 G 43 geall 51 ARIMA (1¢1¢0) z3sai 58
Cladall 5l e ST (AR) S 8 e 58T OS8y adie Alalull LS ualnall 4l G (e Le o))
o pea yr il el ga #FARIMA (1e1e1)** z3sai o) i A o ol g (MA) 4 sal
AOil, = 0.023 + 0.18A0ilj_q1y + 0.21ep_qy el 23 sall dapas () pll i)

-4.23 | -4.17 | -426 | 189.2 | ARIMA (0¢1:1)

:(RMSE« MSEMAE) ssiill 483 ass 3

ARIMA gitai Jaiy 5aiil) 48 Ganlia (15) Jgta
i pall 2w ARIMA Lilll jaul ARIMA

Ll
(1clc0) (1‘1‘1) il
0.024 0.032 MAE (Mean Absolute Error)
0.0011 0.0018 MSE (Mean Squared Error)
0.033 0.042 RMSE (Root Mean Squared
Error)
2 45% 3.18% MAPE (Mean Absolute

Percentage Error)
EViews13z«lin aladinl s cARIMA z3lail 5l 483 ol &3l e aldie YU Gald) slae) 1 juadl)

A lie el 38 gis ARIMA (1,1,0) ol s Gl 5l 23503 o (Y (15) Jsanll il i
«( MAPE « RMSE « MSE« MAE ) Uadll (i maen 8 Jil 0 Jans s il jlad 2350
DS Ladll el o eda Laiw ¢ juualll saall o (o pall e o glay il b Juadl 3 )08 e Ja 1a g
%2.45 Jsx Capall pad (g gl sl Uad dons iy el 8oy 5l 8 4 pen ST Ul LSS

Aol AUl ae (38 555 23 sl 8 Al gt A8y ) s Las
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Aailal)

sclaliiiay) oY gl

A o8l Jnall Capea jra g dadill Jland (s a1 AL sk @l jidie JalS5A8e 2 ga g Al all it
OE (e %45 (sa udi A8 028 Bl pall (A G pall §pu e dphdil) Daed) ) jainl S5 L
bl gaal e oyl ps

ApSe Ale Giyuall jauy Jadill Gleud (g A8l ) (VAR) s (GARCH) zilas il < ekl
(Sally s Capall s 8 Cpead ) (Bahaiill iyl Y plalg) Jaaill sl 8 sal 30 g2 daa
Y sl e Q80 55 i eal) pa a8 ) Jadil Jlansd (aladdl (sa5

P &_1.3.1&3} Jaail ‘)\A.u:‘ k_iLASS O .’a\.\.})‘}“ u\ i &"_I\JM\ AR XM (GARCH) C.Jbu e\.l;:u.u\_a
i & yedal i €0.435- () sa CCC <l i y¥) (IS Cum 5 sina g il ol )l g8 o yuall
(02 = 0.958 daf) Ll (g Ly B iy a1 Gl 5 s Saalipy JS5y ahy LS )Y 1 ol DCC
BIC 5 AIC Lalaal a5 3l _jall iy e Gulail Juadl) 58 DCC g sai

srm ) Bl (e olad¥) Apalal L A8e 25a 5 (Granger)d Al sl gl & ekl
132 Ladill (3 sl (pe dedlill A LAl cladiall ila Jiiue 8 Cipall (55 O (2 Laa < a puall
MUM‘—‘\)&&MJNAUA‘—“)A\NW‘&QBJMMM

e B st Rl ) e hdil) leud (8 dlay) desa o cileaaall Llainy) O s @ ekl
o2 Ao (i 3) Ly 12 s a4 s Gl 5 e pallite 55 4aily i uall
O gl 33 sl 338 50,023 (Y sa s Alaiuy|

iy cdadil) el il Jundll 4 ARIMA (1e1¢1) zisai of (ARIMA) zilai gl & ekl
“aeall aud RMSE 4 lall il Gajea e 5l Juad) 8 ARIMA (161:0) zisai
il 8 A gie 280 e J Las o) sall A (10 %3.3 2508 i Uad) 0.033 S

1

A e _a Y 3L bl aa s calil) Jle el s gil) 1Ll

LA ddia o dphadil) Clal YY) e slaie ) Qi g B el SLai® dalinY) sac @l x50 e Janll
(s LaBY) g gamll ) a3 et L)yl

Gladall &y 4 Copall B )il acal 3USy i iy Apia¥) Clalia¥) 3500 3y
A sl

Aalin alica g Al <l gal oLa) JDA cpe Jasill el colliny ddags pal) lalaiall 3 5la) bl g shas
Syl ) ddadal) cilercall JUEGI (pe aa) 8 agusy Loy Allall 5 Zpail) (i) G Ganill 3y o
DA aia g galai®y) Lol o paiill cillee 8 2iaad) dpulal) kel dlaic

Aalis gaall |y glail) g Adlad H culiantl) g duallall saslal) e

e sl

Dy Al Auluadl aud) 2020 alad (ssindl gVl il (2020) LAl S el il

1l calany cla¥  elan M dlall 4 paddl (G juall

(Gpal) el @l 5hs) 2023 alal (g5l (b 1 (2023) Ll (538 a i
L) adl calazg cCalan¥) 5 elas DU dalall 4 paal)

Bl g dagl 3ol ) sliie Lis 2025 plad (3 saiiall o) a5 585 (2025) . Jsal) S8l (§ saia
Aaalall (a5 «082/25 a8 A sal) s
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